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INTRODUCTION
International economics theory has long recognized that pegging exchange rates should improve macroeconomic performance. The idea is that by fixing their currencies to international currencies (the dollar, the euro, or the yen), fiscally disciplined emerging economies could rapidly accumulate exchange reserves through export growth, be able to maintain a high saving ratio, and provide certainty to business and profit margins to investors. Such a policy environment can lead to a low and stable domestic rate of interest, and thus enable the economy to retain the confidence of international investors. Every major international economic crisis of the past 15 years (save Brazil in 2002), however, has been rooted in rigid exchange rate regimes. Thus, Stanley Fischer (2001) succinctly observed that:
Each of the major international capital market-related crises since 1994 -Mexico, in 1994 , Thailand, Indonesia and Korea in 1997 , Russia and Brazil in 1998 ASAF RAZIN AND YONA RUBINSTEIN
Argentina and Turkey in 2000 -has in some way involved a fixed or pegged exchange rate regime. At the same time, countries that did not have pegged rates -among them South Africa, Israel in 1998, Mexico in 1998, and Turkey in 1998 -avoided crises of the type that afflicted emerging market countries with pegged rates.
Indeed, there has been a long-standing view that an emerging economy under a peg, with government budget imbalances, trade deficits, and the presence of free-market policies that facilitate the outflow of capital, is likely to become vulnerable to sudden stops of capital inflows; hence, lead to a balance of payments crisis. A 'sudden stops' crisis often entails a financial or currency crisis, accompanied by a sharp fall in output. Capital controls could reduce contagion effects, and thereby serve to lower the risk of financial crises. 1 A possible channel through which the probability of a crisis affects growth is as follows. If the domestic currency is pegged to a 'world currency' it provides a less risky environment for investors and the country may be able to attract more external funds to complement more domestically funded investment. This could then increase growth.
2 If, however, foreign investors perceive that there is a sufficiently high probability that there will be a sudden stop of inflows that leads to a crisis, they may be less willing to invest. This could then decrease growth. Similarly, benefits of capital market liberalization come typically from three factors. Revoking capital controls could lower the cost of capital and thereby promote investment. Capital-market liberalization could turn country-specific risks into diversifiable risks. Furthermore, the efficiency of allocation of domestic capital could also be enhanced. Financial liberalization, however, could also increase the risk of sudden stops to capital inflows, which could bring about defaults and recession. 3 A related policy-regime evaluation issue is financial dollarization, and its effect on the macroeconomic performance. The 'original sin' concept, introduced by Barry Eichengreen and Ricardo Haussman (1999) , explain the consequences for emerging markets of abrupt departures from an exchange rate peg regime due to sudden stops in capital inflows. The 'original sin' concept underpins a crucial vulnerability of the 1 For an early analytical approach to the problem of sudden stops, see Calvo (1998) . Among recent papers on sudden-stops' vulnerability, and its relation to fixed exchange rate regimes, see also Calvo and Reinhart (2000) , Calvo, Reinhart and Vegh (1995) , Chang and Velasco (2000) , Ghosh et al. (2000) , Obstfeld and Rogoff (1995) and Williamson (2000) . Sharp current account reversals, which require a quick adjustment of the balance between domestic saving and investment (see Milesi Feretti and Razin, 1996) , and the associated substantial depreciations, that trigger financial distress, tend to cause and to exacerbate recessions. 2 In the empirical section we exclude the external debt from the growth equation in order to identify the probability equation. In the data, the external debt is indeed strongly correlated with the crisis probability, but only weakly correlated with growth. The possible channel through which the probability of a crisis affects growth indicated in the text is not necessarily inconsistent with the empirical correlations to the extent that the funding of domestic investment is mostly from domestic saving when the crisis probability is low.
economy under peg regimes. The phrase refers to the inability of a country to borrow abroad in its own currency, because no foreign creditor is willing to gamble on the potential exchange rate instability. A plausible explanation for the widespread use in dollarized debt is that countries are forced into this position because their monetary and fiscal policies lack credibility. If a country issued debt in domestic currency, it would have an incentive to inflate its way out of debt. Investors, who expect that the government will succumb to such temptation, refuse to buy domestic currencydenominated debt papers. 4 In net terms, the foreign currency liabilities of residents of developing and transition countries usually exceed their assets in foreign currencies, implying that they are exposed to exchange rate risk on their balance sheets, as well as through trade. Issues of both sovereign and corporate bonds on international markets are overwhelmingly in foreign currencies, even in the case of an advanced economy such as Korea, or a country whose exchange rate is strongly pegged to the US dollar, such as Argentina in the 1990s.
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Combining these insights, this paper aims to contribute to the resolution of longstanding puzzles in the literature. The main idea of the paper is that a sudden stop crisis that could have happened but did not, affects growth in a negative way, for example inducing a liquidity shortage. If this is the case, the puzzling failure to establish empirically a relationship between the exchange rate regime and the growth rate is due to the exclusion of the projected crisis probability from the econometric analysis. Arguing that such a crisis probability should indeed be included for the purpose of evaluating policy-regime implications, we estimate a reduced form empirical model relating short-term (cyclically unadjusted) output growth rates to policy regimes in a panel of developing countries. This makes it possible to estimate the effects of policy regimes on macroeconomic outcomes, and their relationship to the 'crisis state' of the economy as projected by the market participants.
The organization of the paper is as follows. In Section 2 we briefly survey related empirical literature and discuss theoretical insights that serve as a background guide to the empirical analysis. In Section 3 we describe the econometric methodology relevant for the evaluation of policy regimes in the presence of financial crises, and we introduce the data set. Section 4 presents the main empirical findings concerning the role of the crisis probability in the evaluation of policy regimes, and discusses their implications and robustness to different specifications, interpretations, and data 4 Indeed, 97% of all debt, placed in international markets between 1999 and 2001, was denominated in five currencies: the US dollar, the euro, the yen, the pound sterling and the Swiss franc. This feature of emerging markets' borrowing in the international market leads to balance-sheet type of currency crises, as formalized by Krugman (2000) , and Schneider and Tornell (2000) . 5 Part of this exchange rate risk can be hedged, in the aggregate for a given developing country, but only to the limited extent that non-residents are willing to hold local currency exposure. Large cross-border holdings of foreign assets and liabilities imply that the valuation channel of exchange rate adjustment has grown in importance, relative to the traditional trade balance channel. See also Lane and Milesi-Ferretti (2004) for an empirical analysis of the inter-connections between capital account openness and the exchange rate adjustment process.
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sources. The concluding Section 5 summarizes the results and reviews caveats and possible extensions.
RELATED LITERATURE
Strikingly, the empirical literature has not been able to identify clear-cut real effects of exchange-rate regimes on the open economy. Indeed, Marianne Baxter and Alan Stockman (1989) and Robert Flood and Andy Rose (1995) find that there are no significant differences in business cycles across exchange rate regimes. A recent study Frankel and Wei (2004) explores how output lost in crises is related to various controls, including the degree of exchange rate flexibility, currency mismatch, FDI, etc. The exchange rate flexibility variable is found as not statistically significant. Similarly, no definitive view emerges as to the aggregate effects of capital account liberalization. Indeed, Eichengreen (2001) who overviews the literature, points to ambiguities in the rather complex role played by capital account liberalization; and Rodrik (1998) finds no significant statistical association between capital account openness and growth. A recent study by Prasad et al . (2005) finds that it is difficult to establish a robust causal relationship between the degree of financial integration and growth performance for developing countries. Kristin Forbes (2005) surveys the inconclusive macroeconomic evidence on capital controls like this: 'of the 14 recent papers they [that is, Prasad et al., 2005] examine, three find a positive effect of financial integration on growth, four find no effect, and seven find mixed results '. 7 Traditional explanations for the inconclusiveness focus on inaccurate measurement of capital account openness 8 and on the possibly different effects of different types of capital flows and capital control. 9 6 A recent study by Levy Yeyati and Sturzenegger (2003) , however, does find real effects of exchange-rate regime in cross-country data. And Rose (2000) uses evidence from existing currency unions in the world economy, to estimate the effect of currency unions on international trade. Rose finds that a currency union (which is an extreme form of a peg) expands bilateral trade between two average member countries by over 200%. Currency union effects are reduced substantially when fixed country effects were incorporated in the analysis. Persson (2001) challenged Rose's analysis, but also finds significant, albeit modest, effect of currency unions. Anderson and van Wincoop (2003) demonstrated the importance of including country fixed effects in gravity models. Although commonly estimated gravity equations generally fit the data well, they show that they are not theoretically grounded and prone to lead to biased estimation. They applied the method to solve the border puzzle. They find specifically that borders reduce bilateral national trade levels by plausible though substantial magnitudes. 7 A more definite view concerning positive effects of capital account liberalization on output, which is advanced by Fischer (1998) , is supported by some evidence, provided by Quinn (1997) . The role of pre-existing policies, and of trade-account versus capital-account sequencing, in determining the effects of capital control liberalization on growth and investment, is examined by Arteta et al. (2001) , Chinn and Ito (2002), and Tornell et al. (2004) . A recent evaluation of this literature by Prasad et al . (2005) also yields inconclusive results. It shows no significant relationship between financial openness and growth in real per capita income across countries, even after controlling for a series of standard explanatory variables (initial income, initial schooling, investment-GDP ratio, political instability, and regional dummies. See also Ariyoshi et al. (2000) , Bhagwati (1998) , Edwards (1999 Edwards ( , 2000 and Kaplan and Rodrik (2000) . 8 Most of the studies use rough numerical indices of different policies and regulations. Other studies use de facto measures of integration (such as capital flows or foreign asset holdings) which are determined jointly with the macroeconomic performance they are supposed to explain. 9 Recent work suggests that the growth effects of foreign direct investment may be greater than other capital flows (see, e.g. Razin, 2004) .
Theory as a guide to the empirical analysis
This paper provides a different explanation to the puzzle. Self-fulfilling expectations games played by market participants have elements of a 'beauty contest'. Market participants must care, not just about acting in the way that conforms with current fundamentals, but also about acting similarly to the way others do. Currency regimes determine the stochastic distribution of the fundamentals and the effect of the market fundamentals on the macroeconomic performance. This is because the credibility, and effectiveness, of macroeconomic policies must depend on the currency regimes themselves. Thus, a currency regime exerts not only a direct effect on growth, through its effect on the market fundamentals (as in the traditional macroeconomic literature) but it also has an indirect effect on growth, through its impact on the probability of financial crises, based on the endogenously determined expectations, and the way these expectations are coordinated. In a stylized model of international capital flows associated with big fluctuations in the real exchange rate, Krugman (2000) identifies a general equilibrium link between real depreciations and macroeconomic performance in the presence of sudden stops. The driving mechanism in the model is the negative effect of real depreciations on the balance sheet of firms; hence on domestic investment spending. In that and other papers' common knowledge setting, all agents have the same knowledge about the fundamentals, and there exist multiple self-fulfilling equilibria. In recent literature, however, capital account reversals are triggered not only by fundamental shocks, but also by the degree to which market expectations about these fundamentals are coordinated (Morris and Shin, 2000) . In the absence of common knowledge, an individual market participant receives only an independent and noisy signal about the fundamentals but also must have some uncertainty about the other market participants' expectations. Morris and Shin (2000) show how the market participants' knowledge about the statistical distributions of signals and market fundamentals (but not the actual realization of the fundamental and its idiosyncratic signals) helps to coordinate the behaviour of market participants.
The coordination of expectations induces a unique equilibrium in such a set up, in which there exists a threshold level of the fundamental. That is, withdrawals from the domestic capital market materialize if the realized level of the fundamental is below the threshold; injections of capital into the market occur if the realized level of the fundamental is above the threshold. As a consequence, the equilibrium macroeconomic performance can be specified as a one-to-one function of a fundamental ex-ante probability of the financial crisis, derived from the probability distribution of the fundamentals is correlated with the macroeconomic performance.
10 This gives a theoretical underpinning for the econometric model of the next section. 10 Because the information is noisy, neither the market participants, who observe idiosyncratic signals, nor the econometrician, who observes only the equilibrium outcomes, have precise information about the threshold level which triggers a crisis. 
EMPIRICAL APPROACH
The empirical test for the effects of exchange rate regimes on the economy is rooted in the theory of sudden stops that we described in the previous section. Theory suggests that coordination of expectations by market participants may trigger a financial crisis in a situation characterized by a latent threshold state of the economy, determined by key macro fundamentals. The equilibrium is unique: a financial crisis occurs if the latent variable is below a certain threshold, and the economy's growth performance is weak. Above the threshold, financial crises are avoided and economic growth is strong. The estimated probability of sudden stops, which proxies the latent threshold state variable, is assumed to be negatively correlated with growth. From the perspective of the theory of policy regimes, there are good reasons to expect that the crisis threshold is also directly affected by the policy regime itself. For example, a peg is expected to lower the crisis threshold, and thus increase the crisis probability, for any given combination of country specific and world economy shocks. Likewise, capital market liberalization tends to raise the crisis probability. In other words, the adoption of a peg is expected to have a direct positive effect on growth, through the trade adjustment channel, and an indirect negative effect, through a crisis-probability channel. Similarly, the adoption of capital account liberalization is expected to have a direct positive effect on growth, through capital market efficiency channels, and an indirect negative effect, through a crisis-probability channel.
The effect of the policy regime on growth is assumed to depend on whether the economy is in a latent crisis state. The probability of the crisis state is obtained by fitting a probit model (or, alternatively, a logit, or a linear probability model) to the sample frequencies of observed crises, depending on the policy regime dummies and controls. Accordingly, a short-term growth equation is fitted to the sample, depending on policy regimes, the estimated crisis probability, and standard controls. Policyregime variables are modelled in level and change forms, capturing pre-existing policy regimes and current changes in the regimes (whether a country switches from float to peg, or whether a country is imposing capital controls). The crisis probability itself depends on policy regime indicators, as well as on variables such as lagged sudden stops crises, government budget deficit, and initial GDP per capita.
In practice, we estimate a reduced form empirical model relating short-term (cyclically unadjusted) output growth rates in a panel of developing countries, to policy regimes. The dependent variable, as an indicator of macroeconomic performance, is the short term (cyclically unadjusted) GDP growth rate. We choose as a measure of 'sudden stop' crisis realizations a large annual depreciation in the real exchange rate. We model its probability by fitting a probability model (probit, logit, or linear) , noting that such empirical models may be derived from a latent-variable specification (see, e.g., Wooldridge, 2003) that is consistent with the theoretical framework outlined above.
The measure of large real depreciations captures the effects of international financial crises on the domestic financial side as well as the real side of the economy.
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Typically, unexpected depreciations of the real exchange rate (rather than the nominal exchange rate) are likely to have significant balance-sheet effects, leading to bankruptcies and unemployment.
The correlation between growth and currency regimes may of course reflect other underlying factors at play, not necessarily the true effect of the regime. For example, the cross-section correlation may be the outcome of time-invariant, unobserved, heterogeneity (across countries) rather than a causal effect of the regime on growth. Similarly, the time-series co-movements (within countries) may be the outcome of the effect of growth on the currency regime, rather than a causal effect of the regime on growth. To address the endogeneity issue we condition the time-invariant unobserved variation in the sample on country fixed-effects. We also instrument the variation over time in the sample (within a country) by using a measure of the past spell of the peg regime, which summarizes the history of the regime. The measure of the peg spell is defined as the number of years that a country had a pegged exchange rate up to that point of time, lagged by 6 years. Our identifying assumption is that the history of peg spell is not correlated with the error term (controlling for country fixed-effects). In addition, we also use lagged crisis (as a proxy for the crisis-related characteristics that are not captured by the country fixed effects or the peg spell measure), and lagged currency regime switches (as proxies for the current level or changes of the currency regime).
Self-selection may of course be a problem. For example, when the crisis probability is high, a successful switch to peg can only be implemented by countries for which governments have some strong belief about the health of domestic economic fundamentals (like the case of Hong Kong during the Asian crises). Thus, the conclusion that the adoption of the peg is good for growth in a state of high probability of crisis may not be valid, because the policy switch may be based on a self-selection of countries, from a pool of countries. In other words, it may be that a country chooses to adopt a specific exchange rate regime because of its underlying economic fundamentals. It may be the case that the probability of a crisis is driven by these fundamentals rather than by the exchange rate regime itself. In such a case one cannot necessarily conclude that the exchange rate regime is responsible for the outcome. To address this issue we run an auxiliary regression of the peg on several instruments,
and use the instrumented peg not the actual peg, in the growth equation. The instruments that we have available are: (1) the past spell of the exchange-rate peg regime, (2) time dummies, and (3) country fixed effects. These instruments are likely to capture important characteristics of the health of a country's domestic economic fundamentals, and various time dependent shocks to the world economy. The latter are presumably strongly correlated with the choice of the exchange rate regime and the country's growth rate. In sum, our empirical methodology is capable of capturing the effects of policy regimes on macroeconomic outcomes, depending on a 'Crisis State' of the economy, as projected by market participants. 
The data
We have assembled data consisting of 105 middle and low income countries in the period 1970 to 1997. 13 Because of lags in the estimation (up to six period lags), and non-availability of some variables for some countries, we reduce the sample to 92 countries (see Table 1 ), with 985 annual observations.
We measure sudden stop crises by large fluctuations in the real exchange rate. In doing so, we attempt to capture the effects of the financial crisis on the real side of the economy through the balance sheet channel.
14 Specifically, a sudden-stop crisis is defined by a sharp depreciation of the real exchange rate, with a 15% per year minimum threshold (a lower boundary of a one standard deviation band in our sample).
We implement a binary index based on multiple categories of the IMF classification of exchange rate regimes. We also implement a binary index based on the different multiple categories of the Reinhart and Rogoff classification of exchange rate regimes, but only for a sub-sample of 58 of the 100 countries.
15 As a proxy for
the exchange rate regime in the recent past we define the instrumental variable peg spell in period t for country j , as the number of the years from t -2 to t -6, in which the country has been on a peg. Measuring the degree of openness of trade and capital accounts is always a heroic task. Since 1950, the IMF has issued an annual publication, which tries to describe 4 
the controls that its member countries have in place on various current account capital account transactions. We measure capital-account openness by a binary index based on a list of various restrictions on capital account transactions, reported in the IMF Annual Report on Exchange Arrangements and Exchange Restrictions.
16 Table 2 presents some stylized facts for growth, the frequency of crises, the frequency of the peg regime, the average spell of the peg regime, and the frequency of capital controls; all classified by years and by regions. We can see that growth is variable across time and region, crises are rare, the frequency of a peg is large, and the frequency of capital controls is very large. In Table 3 we present simple correlations between the growth, peg, peg spell, capital controls and crises. There is almost no correlation between the peg regime and growth, indicating that the first 'puzzle' is present in the data. Capital controls are correlated negatively with growth, positively with exchange rate pegs, and negatively with the crisis indicator. The peg state and peg spell are highly correlated (but the peg spell and growth are only weakly correlated), indicating that the peg spell could indeed serve as a good instrument. In Table 4 we present similar correlations while controlling for country fixed effects. Among the highlights we find that the peg and the growth rate are only weakly correlated while capital controls and growth are negatively correlated. We find that the crisis and peg are no longer strongly correlated, and capital controls and peg spell are not significantly correlated either. The fact that peg and peg spell are significantly correlated, whereas peg and growth are not correlated, implies that the peg spell is a good instrument for the policy regime dummies. 
ESTIMATION RESULTS
If the crisis probability is excluded, the coefficient of the instrumented peg is positive (2.8765) but not significant. The coefficient of capital controls is negative (−1.1670) and significant, while the coefficient of the switch to the peg is negative (−1.0252) but not significant. If the crisis probability is included, the coefficient of the instrumented peg is positive (5.2629) and significant. The coefficient of capital controls is negative (−1.5811) and significant, and the coefficient of the switch to the peg is negative (−2.8357) and significant. The direct effect of the policy regimes are uncovered if we control for the crisis probability in the growth equation. The crisis probability's coefficient is negative (−6.0377) and significant. Panel B presents the crisis probability equation. Instrumented peg has a significant positive coefficient (2.6578), capital controls has a significant negative coefficient (−0.4594), and the switch to capital controls has a significant negative coefficient (−1.2737). The exclusion restriction variable, the external debt, has a significant positive coefficient (0.0125). Panel C presents the auxiliary peg equation. Lagged switch to peg, and peg spell, have positive and significant coefficients. This is a positive evidence for the role they play as instruments. 
We can decompose the effect of policy regimes on growth into direct and indirect effects for the sample average as follows. The instrumented peg has a coefficient of 0.6 in the probit regression panel, whereas an increase in the crisis probability reduces growth by 6 percentage points (a lot!) per year, in the growth regression panel. Therefore, the indirect effect of the instrumented peg on growth is −3.6 percentage points per year. The direct effect of the peg on growth is 5.2 percentage points per year. The overall (marginal) effect is mildly positive, 1.6 percentage points per year. But this is the magnitude of the effect for the sample average. Because the crisis probability equation is non-linear, the composition and size of the effect would change with variations in the magnitude of the crisis probability.
Exploring non-linear effects
One may wonder whether the non-linear indirect effect, via the probability channel, shown in Table 5 , masks another non-linear direct effect of the regime on growth. 
In Table 6 we specify, as an alternative hypothesis, a polynomial structure for the currency regime. The table has three panels: polynomials of order one, two and three, for the currency regime variable, respectively. Column (iii) may seem to imply that the effect of the peg is non-linear because the coefficient of the linear term is positive and the coefficient of the quadratic term is negative. Yet, once we introduce Notes: All specifications include country-fixed effects. The specification in panel A includes also budget deficit (insignificant). The specification in panel C includes also time fixed effects. Standard errors in parentheses. * Significant at 10%; ** significant at 5%; *** significant at 1%. * Significant at 10%; ** significant at 5%; *** significant at 1%.
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the crisis probability as an independent variable in column (iv) the direct non-linear effect disappears because the coefficient of the quadratic term is insignificant. The polynomial of order 2 in panel C of Table 6 has insignificant coefficients, because of severe multicollinearity among variables of the polynomial.
To investigate the phenomenon of non-linearity further, we compare in Table 7 probit, logit and linear probability models. The coefficient of the instrumented peg is larger in the growth equation for all three probability models than in the growth equation where the crisis probability is excluded (see Panel A). Similarly, capital Notes: All specifications include country-fixed effects. The specification in panel A includes also budget deficit (insignificant). The specification in panel C includes also time fixed effects. Standard errors in parentheses. a Instrumented as in Panel C of Table 5 . * Significant at 10%; ** significant at 5%; *** significant at 1%.
controls exert a stronger negative direct effect on growth if the crisis probability is included in the growth equation. The crisis probability has a significant negative coefficient in all three probability specifications. The effect is stronger in the probit and logit compared to the linear probability model. In Panel B the qualitative effects of policy regimes on the crisis probability are similar across the three probability specifications.
We conclude that the main results are robust for the specification of the probability model. The probit and logit fit the data better than the linear probability.
The effects of currency regimes
The reduced-form marginal effect of a policy regime switch from float to peg, which incorporates both a direct and an indirect effect (which is working through the crisis probability), is plotted in Figure 1 against the projected probability (estimated in the probit model). The U-shaped graph implies that in the extreme ranges, when the probability is relatively low and when the probability is relatively high, the marginal effect of the policy switch is positive. This is because in these ranges of the projected probability function the regime switch does not trigger a big change in the probability, and the direct effect on growth of the regime switch dominates the indirect effect. In the intermediate range for the probability function, the reduced-form marginal effect of a policy-regime switch from float to peg is negative. This is because the policy regime switch does generate a big marginal increase in the probability of crisis and the indirect effect of the regime switch dominates the direct effect. The linear probability model does not, however, produce a flat line. Indeed, a switch to peg does 
not have positive effects at ranges where the estimated probability of crisis is close to upper bound one. Figure 1 also plots the frequency of crisis probability in the sample. Almost all the observations are concentrated in the low probability range. There are almost no observations for crisis probabilities above 50%. Therefore the high probability estimate of the effect of the peg is not policy relevant. As the probability gets closer to the sample average the growth effect of the peg is small, consistently with the first 'puzzle' of the traditional literature. Similarly, Figure 2 demonstrates how the reduced-form marginal effect of capital controls, which incorporates both the direct and the indirect effects, depends on the crisis probability. The reversed U-shaped diagram implies that the marginal effect of the policy switch is mostly negative. In the intermediate probability range, however, the marginal effect of the policy-regime is less negative. As one gets closer to the sample average, the second 'puzzle' of the traditional literature is observed.
Different exchange-rate regime classifications
In this section we use the Reinhart-Rogoff classification for the exchange rate regime, as a robustness check to see if our results are sensitive to an alternative classification. The alternative classification applies to only a subset of the original sample of 100 countries.
17 Accordingly, we perform in this section a variety of robustness tests: 17 The frequency of currency and price crises in the sample are as follows. Sudden stop episodes appear in 65.5% of observations, and domestic-price-crisis episodes occur in 46.1% of the observations. 
sample-robustness and regression-specification. In addition to this we also address the difference between domestic price crises and sudden stops crises.
18 Table 8 describes the effect of the peg and capital controls on growth. Qualitatively, the findings in Table 8 (using the Reinhart-Rogoff classification in the sub sample) and Table 5 (using the IMF classification in the broad sample of 100 18 We note that the literature has been dealing in the past extensively with the relation between inflation and growth. Bruno and Easterly (1998) propose a method, based on discrete high inflation crises, to look at the relationships between inflation and growth. They find that growth falls sharply during discrete high inflation crises; then growth recovers quickly after inflation falls below the threshold. Their approach, however, implies that growth is negatively affected by high inflation, above a certain threshold; but growth is not affected by inflation below the threshold. This discontinuity appears to be somewhat arbitrary. The Bruno-Easterly methodology is based on actual domestic price crises. Our methodology points out the role of a latent and continuous 'crisis-prone state', estimated by a continuous crisis probability function. This means that even if the crisis does not materialize, the crisis probability could still be sufficiently big to affect the rate of growth. In this section we consider the effect of domestic price crises in addition to sudden stops crises. 
countries) are very similar: a switch to peg has a positive coefficient, a switch to capital controls has a negative coefficient, and the crisis probability has a negative coefficient; all estimators are statistically significant. This can serve as evidence for the robustness of our methodological approach. In column (ii) of Table 8 , the sudden stop probability includes the effect of the domestic price crisis. Notice that the effect of the crisis probability on growth is barely significant. In column (iii) we include two types of a projected probability of sudden stops: one which includes, and the other which excludes the effect of the price crisis. Observe that the coefficient of the latter type of projected probability is highly significant and negative. The estimated coefficient is larger in absolute value than the corresponding coefficient in column (i) of Table 8 . The coefficient of projected probability of sudden stops which includes the effect of price crisis, in column (iii), is however not significant. We interpret this as evidence that domestic price crisis affects growth through the sudden-stops probability channel.
Currency regimes and debt dollarization
We observe that different economies in our sample have also different levels of exposure to capital flow volatility that can trigger unanticipated fluctuations in the real exchange rate. 19 We use the ratio of the country's foreign currency liabilities to its money supply (FLM), as a proxy for the country's foreign currency exposure to fluctuations in the real exchange rate. We address the effect of a policy-regime switch on dollarization, and the role of dollarization in the macroeconomic process. 20 Table 9 provides estimates of the influence of a policy regime switch on dollarization. Column (i) indicates that the policy regimes (a switch to peg, and the imposition of capital controls) do not have a direct effect on dollarization. Column (ii) indicates a significant effect of the crisis probability, as a single explanatory variable, on dollarization. Column (iii) indicates that policy regimes do not directly affect dollarization, but only indirectly affect dollarization through the crisis probability.
So, overall, the table shows that the exchange rate regime can affect the crisis probability, which in turn can affect dollarization. In Table 6 we showed that a switch to a peg raises the probability of a crisis, therefore the switch to a peg lowers dollarization through its effect on the crisis probability. The opposite happens when a country switches to capital controls.
We now turn to the analysis of how dollarization influences growth. Columns (i) and (ii) of Table 10 indicate that FLM, the dollarization measure, does not have any direct influence on growth, once we control for the actual realization of sudden 19 20 Savastano (2004) finds that dollarization appears to increase exchange rate pass-through. This mechanism may reinforce the claim that the 'fear of floating' is a greater problem for developing economies, with highly dollarized debt. The role of balance sheet effects, the linkage between currency risk and country risk, and the impact of dollarization on trade are analyzed in Levy Yeyati and Sturzenegger (2003) . See also Calvo and Reinhart (2000) . 
stop crises. A crisis, as expected, reduces growth, and in a significant way. In column (iii) of Table 10 we introduce the interaction between dollarization and the realized sudden stops. The coefficient of the interaction term is negative and highly significant. This means that although dollarization does not have an independent influence on growth, the interaction between dollarization and the actual crisis tends to reduce the growth rate drastically. This means that the following policy regime induced mechanism may have been at work in the data: The imposition of capital controls tends to lower the probability of sudden stops and the decrease in the probability of sudden stops, in turn, tends to raise the level of dollarization. If a crisis actually occurs, then the growth rate diminished. If, however the crisis does not materialize, then growth is to a large extent unaffected. 
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CONCLUSIONS, CAVEATS AND EXTENSIONS
The choice of macroeconomic policies has been cast traditionally in terms of the well-known policy tri-lemma. This is a way of describing succinctly a choice among three policy goals: pegging the exchange rate, keeping the capital markets open, or conducting a business-cycle stabilizing monetary policy. The tri-lemma arises because only two of these policy goals can be achieved at any point in time. Both foreign and domestic economic shocks (including policy mistakes) may move the equilibrium nominal exchange rate away from the pegged rate. If the official rate is overvalued, the defence typically requires higher interest rates and fiscal contraction to reduce the current account deficit. If the excess demand has become large, either because policy was slow to react or because the country has been hit by a strong and long-lasting shock, the required policy actions may not be viable; either for political-economic reasons or because of the damage they will inflict on the banking system or on aggregate demand. Under those circumstances an attack on the exchange rate is likely to succeed. Therefore, there is a fourth policy goal: keeping the economy out of sudden stops to international capital flows, or other violent types of financial crises. The literature, however, often ignores this aspect of the currency-regime choice problem.
21
A recurrent problem with the fixed exchange rate regime is that it provides a one-way bet to speculators. Often the consequence is massive capital outflows which put upward pressures on interest rates. In Latin America and south-east Asia in the 1990s, abandoning a fixed exchange rate regime led to severe recessions. On the other hand, the benefits of a freely floating exchange rate are not unlimited. Exchange rate risks impose huge costs on firms. It is costly for firms to divest themselves of this risk, especially in low income countries where the financial markets are under-developed. As a consequence, currency regimes have conflicting effects on growth in a sample of emerging markets and low income countries. Therefore, it has been difficult to establish clear cut effects of currency regimes for these economies.
Indeed, a long standing puzzle in the literature is the failure to find any systematic difference in the macroeconomic process across exchange rate regimes. Another puzzle is the absence of a robust empirical relation between macroeconomic performance and capital-account liberalization. The main idea of the paper is that sudden stop crises which could have happened but did not, have affected cyclically unadjusted growth negatively. 22 We bring out theory to rationalize the inclusion of the crisis probability in the growth equation in order to evaluate currency regimes. The external debt serves as the exclusion restriction variable to identify the probability equation. We use several instruments to deal with the endogeneity of currency regimes, including the past spell of the pegged regime. 
We find that the influence on the overall macroeconomic performance of currency regimes depends on the likelihood of sudden stops to capital flows. In various specifications, if the probability of sudden stops is excluded from the growth equation, we find that the instrumented peg and the financial liberalization regime indicators are insignificant in the growth equation; thereby tracing the literature 'puzzles' in our sample. In various specifications, the instrumented peg has a positive and highly significant effect on growth after the inclusion of the crisis probability in the growth equations, and with the instrumented peg. The instruments that we use are: the past spell of the peg, country fixed effects, lagged crises, lagged policy regime switches, and time dummies. The external debt serves as the exclusion restriction variable.
In addition, capital controls (both in levels and changes) have a negative, and highly significant, effect on growth after the inclusion of the crisis probability in the growth equations. The projected probability of an international financial crisis increases with the imposition of an exchange rate peg, and falls with the imposition of capital controls (both in level and change forms); The spell of the peg, country fixed effects, lagged crises, time dummies, as instruments, and the external debt serves as the exclusion restriction variable.
We also find that the projected crisis probability has significant effects on debt dollarization, and, at the same time, currency regimes determine the degree of debt dollarization through the crisis probability channel. It is the interaction term between the degree of dollarization and realized crises which is significantly negative in the growth equation, whereas the coefficients of the currency regime dummies are not significant.
The estimations imply that the overall effect of currency regimes on macroeconomic performance work through the direct channel and the crisis probability channel. The latter is intrinsically non-linear at an intermediate range of the crisis probability. Thus countries with a low crisis probability can benefit from an exchange-rate peg and capital market liberalization. Countries with an intermediate level of the crisis probability can benefit from a more flexible exchange rate regime and some controls on capital flows. We do not have in our sample more than a few countries with an estimated crisis probability above 50%, however. Therefore we cannot draw any policy-relevant conclusion for the effect of policy regime on growth in the high crisis-probability range.
We list a few caveats. The data have little time variation concerning the countryspecific fiscal and monetary shocks. Therefore we are unable to conduct a full-fledged dynamic analysis. Accordingly, the econometric methodology we employ is not able to analyze persistency of the effects of policy regime on long-term growth. The background theory that we present in the paper posits that optimizing agents will design their portfolio strategies based on expectations about policy rules. We have no good theory, however, of policy reaction functions in a financially unstable environment. To take seriously the issue of the endogeneity of the policy regimes one has to develop such theory and have access to high-frequency data, defined consistently across countries.
We also note that the indicators of capital controls used in the analysis do not distinguish controls on inflows and outflows. Controls on inflows may have quite different effects than controls on outflows. Therefore, they exert different influence on the probability of sudden stops. Cooper (1999, p. 111) notes that these descriptions are very imperfect measures of the extent of restrictions, particularly in the case of the capital account:
Restrictions on international capital transactions . . . come in infinite variety. Therefore an accurate portrayal requires knowledge not only of the laws and regulations in place, but also of how they are implemented -which often requires much official discretion -and of how easily they are circumvented, either legally or illegally. The IMF reports the presence of restrictions, but not their intensity or their impact.
The IMF empirical definition of exchange rate regimes is based on formal government statements. The Reinhart-Rogoff classification is based on an empirical algorithm, clustering ex-post behaviour. Hence, neither is a pure rule-based proxy, as our framework assumes.
Finally, we suggest two extensions. One extension of our analysis could consider regional spill-over effects. The crisis probability may affect one large country in the region, and may also have negative effects on the growth of other countries in the region. Another extension concerns the choice between rules versus discretion in monetary policy. Different monetary rules may systematically affect the probability of bank runs (as in Diamond and Dybvig, 1983) , or stock market crashes. An econometric valuation of monetary rules can incorporate the effect of these rules on the probability of financial crises similarly to the evaluation of currency regimes in this paper.
Discussion
Manuel Arellano
CEMFI and CEPR
This paper looks at the effects of exchange rate and capital control regimes on growth. The main claim is that the effects can be positive or negative depending on the probability of balance-of-payment crises. Failure to distinguish between the two may give the wrong impression of no effect (a puzzle in the literature). The authors use a 32-year panel of 100 countries to estimate a growth equation that, besides policy regime dummies and controls, includes as an additional explanatory variable a probability of crisis specific to each country and year. The probabilityof-crisis variable is obtained by fitting a (probit) model to sample frequencies of observed crises depending on policy regime dummies and controls. So the growth equation for a single policy dummy is 
where Pr Crisis = Φ(αPolicyDummy + βx) and Φ(.) is the standard normal probability. Thus, the effect on growth of changing the policy dummy from 0 to 1 is made of a direct effect (γ) and an indirect effect due to the change in the crisis probability:
The signs of estimates are γ > 0, α > 0, and φ < 0. If the baseline crisis probability Φ(βx) is close to 1 or 0, then
but for intermediate values of Φ(βx), the estimated policy effect is negative because it is dominated by the negative impact of the probability increase. The policy conclusion is that an exchange rate regime or a capital control regime may be good or bad for macro performance depending on a country's fundamentals as captured by the crisis probability.
Assessment
This paper puts forward an interesting new idea and an econometric approach to deal with it. The idea is well motivated in recent theoretical developments, and the empirical results are consistent with the suggested interpretation. So my overall assessment is positive. However, as always there are limitations, and I would single out the following three: (1) focus on short-term effects, (2) measurement difficulties, and (3) weak identification. These aspects matter because the empirical contribution is the paper's main value added.
On the first one, the problem is that the current analysis focuses on the effects of policy regime switches on next period's growth. The authors try to distinguish between regime switches and regime levels without much success. An alternative would be to organize the data set as a panel of durations in particular regimes, and consider the effects of regime switches on growth at different points in the spell (or on average growth over the spell).
Secondly, the approach raises some measurement difficulties associated with having to deal with crisis probabilities. A more stringent definition of what is called a crisis will reduce its probability. Another related worry is that lack of quantitative indicators of fundamentals may create discrepancies with the probabilities used by market participants.
Finally, concerning identification of the growth equation, the point I wish to make is that exclusion restrictions are needed for identification in the absence of functional form restrictions, but no case is made for a compelling instrument on a priori grounds. To see the problem, suppose we do not have a strong belief that policy effects are constant, so that we entertain a more general growth equation of the form
where γ (z) and π (z) are arbitrary functions of controls. Note that the crisis probability is linear in the policy dummy by construction:
Pr Crisis = p 0 (x) + δ(x)PolicyDummy where p 0 (x) = Φ(βx) and δ(x) = Φ(α + βx) − Φ(βx). Therefore, if the controls in the two equations coincide (z = x), δ(x) will be absorbed into γ (z) and there is no way to distinguish direct from indirect effects. So what we need is a determinant of the crisis probability that is excluded from the growth equation. Using external foreign debt as an exclusive determinant of the probability, the results are similar to those without instruments, so the presumption is that identification is not due to the instrument but to functional form restrictions.
Identification through non-linearities can still be a useful empirical strategy. Actually, in the context of this paper there is a nice justification for the non-linearity suggested by the nature of the probability. Moreover, the robustness checks performed by the authors make clear that certain non-linearities are dominated by the crisis probability.
Another concern with identification is the potential endogeneity of policy switches, which the authors address by including country effects. However, switches are likely to be correlated with time-varying shocks to growth, more so than with time-invariant country effects.
Do standard errors need adjustment? The claim that they don't is only valid if we pretend that probabilities are known without error by the econometrician and the economic agent. Otherwise, agents will take into account the uncertainty in probabilities.
In the remainder of this discussion I provide some comments on the interpretation of the crises effects and on the results.
Interpretation of crises effects: expected or actual?
One interpretation of the results is that the probability of crisis (whether it materializes or not) has a negative impact on growth. Another interpretation is that it is the actual occurrence of a crisis that has a negative impact on growth. These two interpretations are empirically indistinguishable within the current framework because the growth equation is linear in the probability.
To see this, note that PrCrisis is the same as expected crisis and drop the expectation in the growth equation to get:
The new error contains the original one and the crisis dummy error, rendering CrisisDummy an endogenous explanatory variable, so that instrumental variables are needed for identification (either external or non-linear interactions of included 
. Either way, we see that the resulting estimates are equally compatible with the observed and the expected crises interpretations. A related point is that the paper adheres to the expected crisis interpretation but uses lagged realized crises as controls in both the growth and the probability equations. An alternative specification would be to use lagged latent propensities to sudden stop crises as opposed to lagged realized crises.
Results and robustness tests
A useful check on the value of the exclusion restrictions would be to estimate the equation with the observed crisis dummy by instrumental variables using only external instruments like external foreign debt.
I missed a description of the estimated probabilities of crises. In principle, they should provide information of relevant segments along the U-shape curves of policy effects implied by the model. Moreover, the fitted probabilities in the paper could be compared with those based on market information (e.g. option prices, forward discounts or premia, etc.) for selected countries, as a specification check. Related to this, it would be nice to report the policy effect at sample values for selected countries.
Finally, a remark on non-linearities. The linear probability model will not be able to produce the U-shapes shown in the figures. The precise form of that shape does depend on the specification of the crisis equation. One possibility would be to look at a histogram of residuals from a real interest rate equation to check the appropriateness of the normality assumption.
In summary, the idea of modelling non-linearities in exchange rate regimes through a crisis probability is original and valuable, and for all the limitations the authors do find empirical evidence that is consistent with it. This paper contributes to understanding a difficult issue and I expect that it will generate further research. It has been a pleasure to read it.
Giancarlo Corsetti
European University Institute, University of Rome III and CEPR There are two well-known puzzles in the international economics literature. A large body of empirical literature has been unable to find systematic differences in the macroeconomic process across exchange rate regimes (the first puzzle). Similarly, empirical studies failed to establish any relation between macroeconomic performance and capital account liberalization (the second puzzle).
As most of us feel that exchange rate regimes must make some differences, and that more exchange of goods and assets in a globalized economy should bring some benefits, there has been a consistent effort to look at the data and detect patterns in contrast with the above two puzzles. This interesting paper by Razin and Rubenstein posits a double challenge to them. The starting point is a critique of the existing
literature. Razin and Rubenstein attribute the results from previous literature to a common fundamental methodological flaw. The flaw consists of ignoring the fact that the effects of exchange rate regime and liberalization policy on macroeconomic performance may depend on the 'state of the economy'. Intuitively, the adoption of a peg and/or capital account liberalization may have quite different consequences on the economy if they are implemented in periods without tensions in the international capital markets, as opposed to periods of international financial turmoil. Starting from this premise, Razin and Rubenstein propose a reduced form empirical model relating output growth rates in a panel of developing countries, to policy regimes and changes in the policy regimes that have occurred in the recent past. The link is made conditional on whether the economy is in a 'crisis state', as proxied by the probability of having a crisis at each point in time.
The focus and motivation of the paper is undoubtedly the right one. In light of the empirical and theoretical literature on currency and financial crises, we have become increasingly aware of the importance of liquidity runs and capital account reversals that take the form of sudden discontinuities in portfolio investment strategies by households and financial institutions. Coordination problems among investors in a country have become a prominent subject of theoretical and policy-oriented analysis -although our knowledge on the subject is quite limited. Policy models ignoring these issues are bound to produce recipes for macroeconomic and financial disasters. It is therefore impossible not to express sympathy with the overall idea of the paper.
The theory
Although the paper does not present a formal model, its empirical approach is rooted in recent theoretical analysis of currency crises. The maintained assumption of the theoretical and empirical model (presented in the introduction) is that exchange rate pegs and free capital mobility today are good for growth in the near future (say 12 to 24 months ahead). The performance of these policy regimes is nonetheless vulnerable to exogenous fundamental shocks that may cause sudden stops of capital flows in the period where the country is expected to perform better.
By and large the analytical framework informing the empirical exercise is as follows. Fundamental shocks are modelled as a latent variable, which causes a crisis when it crosses an endogenously determined threshold. With the fundamental across this threshold, agents coordinate their expectations on a crisis and run from the country. The coordination problem leading to sudden stops is modelled appealing to the global games literature, which enables the authors to abstract from sunspots and multiplicity of equilibrium, and derive the threshold endogenously also as a function of the policy regime.
As is well known from the global game theory, market participants estimate the state of the economy based on public and private information. Investors decide whether to keep lending to a country (be long on a currency) depending on whether their estimate of the fundamentals is above or below an endogenous equilibrium 
threshold. Given this threshold regulating portfolio strategies by private agents, one can calculate probability of crises at each point in time conditional on the realization of fundamentals and the existing policy regime.
The position of such threshold depends on the distribution of fundamentals, on the stochastic features of the process through which information reaches economic agents, and, most crucially, on policy variables. Presumably, this threshold should be lower (i.e., the probability of a crisis is lower) in countries with strong institution and robust economic structures, i.e. countries that do not suffer from credibility problems or large financial and real distortions that may jeopardize the efficiency of market allocation.
The main prediction of the model is that the adoption of a (non-perfectly credible) peg has a direct positive effect on growth (exogenous to the model), by changing the distribution of fundamentals. However, it also has an indirect, negative impact, by moving the equilibrium threshold affecting the probability of a crisis. The same is true for the adoption of capital controls, except that the direct effect is negative, the indirect effect (via the probability of a crisis) is positive.
Observe that the positive effects of balance-of-payment policies on growth could be modelled in different ways: one could posit that a peg or capital mobility raises expected growth, but also that they reduce the variance of the distribution of the fundamental (or both).
The main results
A strong version of the test would focus on the following statement: 'after controlling for the state of the economy, average growth should be higher in countries pegging the currency with liberalized capital markets'. This is not what the paper tests, although the authors do include a lagged variable in the regression, indexing the policy regime in place in the year before.
The absence of detecting a relationship between (lagged) policy regimes and either the probability of a crisis or growth is a negative result in the paper, which is coherent with the two puzzles discussed in the opening remarks above. In this sense, the paper is providing an additional way of looking at these puzzles.
The positive (new) result in the paper is 'after controlling for the indirect effect on growth via probability of a crisis, a switch to a peg or the adoption of capital controls has a significant, although contained effect on growth rates two years down the line'.
While these effects turn out to be quite small on average, they are non-linear, in the sense that they are positive when the probability of a crisis is low, negative for intermediate level of such probability, and again positive in periods of high likelihood of crises. Note that the first two parts of this statement are quite reasonable. A longstanding literature has warned policymakers against switching to a peg in periods of high market volatility, on the ground that such a policy may invite speculative attacks. The third part is more puzzling. It suggests that, when the probability of sharp depreciation is high independently of the policy choices by the country, growth rates
can be enhanced at the margin by switching from a float to a peg. But obviously a peg is either successfully defended, or it is abandoned, so that there is a crisis. Now, the regressions tell us that the survival of the peg in period t − 1 appears to be insignificant in the growth regression. Should we interpret the above result as saying that the effects of announcing a peg is nonetheless positive, at the margin, regardless of its sustainability ex post? This would be a quite strong policy prescription. I wonder whether this specific point should be de-emphasized. By the same token, the fact that regime switches, rather than regimes, matter for growth raise a few theoretical issues. Why would a switch to a peg raise growth, capital controls reduce growth, two years ahead? The mechanism is far from clear, but for this reason this paper may successfully invite further empirical and theoretical work.
Some questions
Many countries that adopt fixed rates and a regime of capital mobility do so as part of a strategy to build 'credibility'. As argued above, for a given distribution of the exogenous fundamental, credibility (or lack thereof ) will be a crucial determinant of the threshold determining the likelihood of a crisis, hence a crucial determinant of the country vulnerability to the shock. In this framework, policy shocks (say, a deterioration of the policy outlook, electoral changes etc.) affect the probability of a crisis only through the position of such threshold.
Such an approach raises subtle econometric issues in accounting for heterogeneity across countries, especially as regards policy credibility. What is at stake here is the possibility that self-selectivity be the main determinant of the econometric results (an important example is also discussed in the text). When the probability of crisis is very high, a successful switch to peg is dared only by countries where governments have some strong belief about the health of domestic economic fundamentals. Is this what drives the results in the paper? Clearly, if this were the case, the policy prescription would be quite different.
The authors claim that this problem is non-existent because any country-specific policy feature would be taken care of by country dummies in the fixed effect estimation. But this is correct only if the credibility of policy is not time varying. Recall that the econometric regressions only detect short-lived effects on policy switches on growth. So, would the announcement of a peg policy by Mr Cavallo in the early 1990s be adequately taken care of by an Argentina country dummy? If not, the results may simply pick up honeymoon effects in selected episodes.
A 'time dimension' is potentially important also from a theoretical vantage point. It is reasonable to expect that optimizing agents will design their portfolio strategies based on expectations about policy rules. It is far from clear that a switch from float to peg has the same meaning in different policy and institutional environments. On the other hand, policy rules may be endogenous in an environment vulnerable to sudden stops. As in other contributions building empirical analyses on sudden-stop
literature, there is an issue in using time series property to test essentially static frameworks (as the authors rightly note in their final caveats). Could we learn something by looking at some case studies included in the sample? After all, there are only relatively few cases of policy switches in the sample. Looking at the dataset, I noted that in many cases the exchange rate policy switch only lasts one year.
I conclude by observing that there are a few well-known issues in the construction of the econometric variables employed in the test. For instance, the common practice of measuring sudden stops by large abnormal depreciation rates induces measurement errors, as it misses episodes of sudden stops which are effectively counteracted by policymakers -i.e. cases in which policies are effective in avoiding a free fall of the exchange rate. By the same token, it is well understood that the dating of regime switches and crisis in a model using yearly observation may be a problem, as in the sample the time lag between the two may vary by several months across observation (in theory in a range from 12 to 36 months). Moreover, a peg may correspond to different exchange rate regimes, with a different degree of inflexibility. An analysis of case-studies may also be useful in this respect, as a way to address doubts raised by these limitations in the quality of the empirical variables.
Panel discussion
Pierre Gourinchas wondered to what extent the U-shaped relationships estimated and shown in the paper reflected functional-form specifications, and pointed out that counterintuitive slopes should be discounted when they are driven by relatively few and potentially peculiar observations. He and other panellists remarked that joint endogeneity and reverse causality are potentially very problematic in this literature, because exogenous shocks and institutional features may drive both capital flows and exchange rate or more general financial policies. Eduardo Levy Yeyati mentioned, in particular, that the link between currency crises and growth may be capturing a causality that goes from an economic contraction to a currency run: disappointing growth has long been one of the usual suspects to explain currency and financial crises in empirical models, and in the annual dataset analyzed by his own paper in this issue a currency crisis dummy is negatively associated with contemporaneous growth. While his own and other recent work has been able to find significant effects of exchange rate regimes on growth volatility, it is not theoretically clear how potential (rather than realized) exchange rate crises should affect short-run growth rates, as in this paper. Further work could try and trace the theoretically small effects of risk premia on, for example, investment rates. 
